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OHIO  STATE  INSURANCE  FUND. 


The  most  important  question  to  determine  at  the 
outset  is  the  solvency  of  the  fund. 

Is  the  Fund  Solvent? 

In  determining  the  solvency  of  any  organization 
recourse  must  be  had  to  the  books  of  account  which 
contain  the  entries  necessary  for  the  determination 
of  its  financial  condition.  A  properly  prepared  sys- 
tem of  accounts  consists  of  subsidiary  records  con- 
taining the  details  of  the  transactions  and  a  system 
of  controlling  accounts  which  enable  those  in  charge 
to  learn  its  financial  condition  and  to  determine 
whether  the  subsidiary  records  are  being  kept  in  an 
accurate  manner. 

Your  attention  is  invited  to  the  fact  that  the  Ohio 
Slate  Insurance  Fund  maintains  no  proper  account- 
ing system.  It  has  no  ledger  containing  a  summary 
of  its  transactions  from  which  a  trial  balance  can 
be  taken,  the  only  ledger  in  the  office  being  a  policy- 
holders' record,  which  shows  the  amounts  charged 
against  each  risk  and  the  subsequent  adjustments. 
It  has  no  books  of  record  from  which  can  be  readily 
determined  the  factors  necessary  for  a  determina- 
tion of  its  financial  condition.  The  auditing  depart- 
ment—  which  would  seem  to  be  the  most  logical 
place  for  the  lodgment  of  such  books  of  record  —  is 
unable  to  furnish  any  information  and  it  was  stated 
that  the  actuarial  department  handled  such  matters. 

In  the  actuary's  department  certain  information  is 
punched  on  cards  in  order  that  the  cards  may  after- 
wards be  sorted  by  machines  and  the  totals  tabulated. 
No  permanent  books  of  account  are  kept  here  and 
the  only  way  to  obtain  information  dealing  with 
losses,  additional  premiums  and  the  various  other 
items  necessary  for  the  financial  exhibit,  is  to  sort 
thousands  of  cards  and  obtain  the  information  from 
the  tabulating  machine.  No  control  records  are 
kept  and  the  danger  of  relying  exclusively  upon 
cards  and  loose  sheets  containing  totals  is  too  man- 
ifest to  require  extended  comment. 

While  for  the  reasons  stated  above  it  is  impossible 
to  prepare  a  financial  statement  based  upon  the 
records  of  the  company  with  the  confidence  of  cor- 
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rectness  which  would  result  from  a  statement  drawn 
from  a  properly  kept  system  of  accounts,  I  have  pre- 
pared a  balance  sheet  which  I  believe  represents  the 
condition  of  the  fund  as  I  have  been  able  to  de- 
termine it  and  I  sumbit  it  with  the  foregoing  reser- 
vations : 


BALANCE  SHEET  FEBRUARY  28,  1919. 

Bonds  owned   $10,891,601 

Time  deposits  in  banks   5,087,000 

Cheque  deposits  in  banks   871,646 

Premiums  in  course  of  collection  — 

Private  insured  employers   2,256,550 

Self  insured  employers   191,746 

State  and  counties   226,902 

Accrued  interest  (estimated)   100,000 


$19,625,445 

Reserved  for  unpaid  claims  — 

Private  insured  employers   $12,183,011 

State  and  counties   307,524 

Outstanding  claim  warrants   255,182 

Unearned  premiums  — 

Private  insured  employers   2,616,143 

Balance  in  state  and  counties  fund....  335,937 

Statutory  surplus  fund   2,783,965 

General  surplus  available  for  contingen- 
cies and  distribution   1,143,683 


$19,625,445 

To  answer  your  question  categorically,  therefore, 
I  am  of  the  opinion  that  at  the  time  stated  the 
fund  was  solvent  and  in  possession  of  a  substantial 
surplus,  but  these  statements  are  made  with  the 
reservation  that  the  absence  of  a  proper  accounting 
system  causes  this  to  be  an  opinion  and  not  a  finding 
of  fact. 

Comparison  with  Dr.  Downey's  report. 

You  have  submitted  to  me  the  report  of  an  Ac- 
tuarial-Audit of  the  fund  as  of  March  1st  made  by 
Dr.  E.  H.  Downey  for  the  Industrial  Commission 


7 


of  Ohio  and  I  will  point  out  the  principal  items 
wherein  my  balance  sheet  differs  from  that  sub- 
mitted by  Dr.  Downey.  At  the  outset  it  should  be 
noted  that  the  surplus  as  shown  in  my  exhibit .  is 
about  $250,000  more  than  the  surplus  claimed  by 
Dr.  Downey,  but  I  do  not  find  myself  in  agreement 
with  him  as  to  its  division  between  the  statutory 
surplus  fund  and  the  general  surplus  available  for 
contingencies  and  distribution,  as  will  be  noted  from 
the  following: 

Dr.  Downey's   Bal.  sheet 
liem.  report.  attached. 

Statutory  surplus  fund ....    $1 , 052 , 700^   $2 , 783 , 965 

General    surplus  available 
for  contingencies  and 

distribution    2,629,771  1,143,683 

$3,682,471  $3,927,648 

As  this  is  an  important  matter  —  affecting  as  it 
does  the  advisability  of  the  proposed  distribution  of 
$1,000,00  to  subscribers  —  I  shall  discuss  the  manner 
in  which  I  have  prepared  the  statutory  surplus. 

Sections  1465-54,  paragraph  2  of  the  Ohio  Laws, 
provides  that  10%  of  the  money  that  had  been  paid 
into  the  State  Insurance  Fund  up  to  a  certain  time 
and  10%  of  all  that  was  paid  in  thereafter  was  to 
be  set  aside  for  the  creation  of  a  surplus  until  such 
surplus  equaled  $100,000,  after  which  time  5%  of  all 
the  money  paid  into  the  State  Insurance  Fund  was 
to  be  credited  to  the  surplus  fund  (subsequent 
amendments  provided  that  the  percentage  might  be 
decreased  when  in  the  opinion  of  the  Commission 
such  a  course  was  advisable  and  as  will  be  pointed 
out  hereafter  the  Commission  has  availed  itself  of 
that  privilege,  having  reduced  the  percentage  from 
5  to  4). 

Section  1465-69  requires  Self  Insured  Employers 
plus  as  set  forth  in  the  preceding  paragraph.  In 
to  contribute  to  the  State  Insurance  Fund  such 
amounts  as  are  required  to  be  credited  to  the  sur- 
plus as  set  forth  in  the  preceding  paragraph.  In 
all  of  the  computations  of  the  Commission  these 
contributions  by  Self  Insured  Employers  are  carried 
to  the  statutory  surplus  fund. 

The  intent  of  the  legislature  when  it  created  this 
statutory  surplus  fund  is  clear  and  if  any  doubt 
existed  as  to  the  logic  of  the  situation  that  doubt  is 
removed  by  the  language  of  the  amendment  to  par- 
agraph 2,  section  1465-54.    This  surplus  fund  was 
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to  be  set  aside  for  the  purpose  of  maintaining  a 
solvent  State  Insurance  Fund  and  for  no  other  pur- 
pose. If  after  setting  this  aside,  the  earned  pre- 
miums are  more  than  sufficient  to  meet  all  of  the 
losses  and  more  than  sufficient  to  safeguard  the 
solvency  of  the  Fund,  the  Commission  may  return 
such  excess  surplus  to  the  scriber,  as  set  forth  in 
section  1465-55.  Nowhere,  however,  have  I  been 
ble  to  find  any  intention  of  the  Legislature  to  per- 
mit this  statutory  surplus  fund  to  be  used  for  the 
purpose  of  paying  current  losses,  although  a  recent 
amendment  (passed  since  the  date  of  the  examina- 
tion) provides  that  if  an  employee  of  a  Self  Insured 
Employer. 

"who  has  suffered  the  loss  of  a  hand,  arm, 
foot,  leg  or  eye,  prior  to  the  injury  for 
which  compensation  is  to  be  paid  and  there- 
after suffers  the  loss  of  any  other  of  said 
members  as  the  result  of  an  injury  sustained 
in  the  course  of  and  arising  out  of  his  em- 
ployment, the  compensation  to  be  paid  by 
such  employer  shall  be  limited  to  the  dis- 
ability suffered  in  the  subsequent  injury,  ad- 
ditional compensation,  if  any,  to  be  paid  by 
the  Industrial  Commission  of  Ohio  out  of 
the  surplus  created  by  section  1465-54  of  the 
General  Code." 

Of  course  if  the  time  should  come  when  the 
solvency  of  the  Fund  could  not  be  preserved  unless 
its  losses  were  paid  from  the  statutory  surplus  fund, 
that  method  of  distribution  would  be  consonant  with 
the  intent  of  the  Legislature.  It  is  pertinent  to  note 
that  nowhere  in  the  sections  quoted  is  this  fund 
referred  to  as  a  "catastrophe"  fund  and  I  have 
been  informed  that  the  State  Insurance  Fund  has 
never  had  to  pay  for  a  catastrophe  as  that  term  is 
understood  by  compensation  underwriters.  (In  £i 
drowning  accident  seven  employees  were  killed,  but 
as  their  dependents  lived  in  enemy  alien  countries 
no  compensaiton  has  been  paid  to  them). 

I  am  of  the  opinion,  therefore,  that  if  the  Com- 
tnission  at  any  time  feels  that  the  statutory  surplus 
fund  is  larger  than  is  necessary,  the  proper  remedy 
is  either  a  reduction  in  the  percentage  of  the  pre- 
mium which  is  to  be  set  aside  or  a  complete  stoppage 
in  further  contributions  to  the  surplus  fund.  What- 
ever refunds  are  to  be  made  to  the  subscribers  to 
the  fund  are  to  be  made  from  the  surplus  of  the 
earned  premiums,  which  remain  after  the  statutory 
surplus  has  been  set  aside  and  losses  provided  for. 
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As  far  as  1  have  been  able  to  determine  the 
resolutions  of  the  Industsrial  Commission  relative  to 
the  accumulation  of  the  statutory  surplus  fund  are 
as  follows : 

"COPY  OF  RECORD  OF  PROCEED- 
INGS  OF  THE  INDUSTRIAL  COM- 
MISSION OF  OHIO. 

"Mr.  Yaple  offered  the  following  resolu- 
tion and  moved  its  adoption : 

"Resolution. 

"Resolved,  That  the  surplus  fund  pro- 
vided for  in  Section  7  of  the  Compensation 
Law,  shall  consist  of  ten  per  cent  of  all  the 
premiums  paid  into  the  State  Insurance 
Fund  prior  to  December  30,  1913,  and  five 
per  cent  of  the  net  premiums  paid  into  said 
fund  by  subscribers  thereto  since  said  date ; 
also  contributions  to  the  State  Insurance 
Fund  made  by  employers  carrying  their  own 
risks  under  theh  provisions  of  Section  22  of 
the  Act ;  also  all  interest  collected  by  the 
Treasurer  of  State  from  the  deposit  of  the 
State  Insurance  Fund  under  the  State  De- 
pository Act  and  all  interest  collected  from 
investments  in  municipal  or  other  securities 
made  by  the  Commission. 
Adopted  August  18,  1914  . 

(Signed)          Wallace  D.  Yaple. 

Attest : 


Sec. 

"The  foregoing  resolution  is  hereby  ap- 
proved Aug.  18,  1914. 
(Signed) 

Lloyd  D.  Teeters, 
Ass't.  Sec. 

(Signed)         James  M.  Cox, 

Governor  of  Ohio. 

"The  motion  was  seconded  by  Mr.  Ham- 
mond and  adopted  by  the  following  vote : 
Mr.  Hammond,  aye 
Mr.  Yaple,  aye." 


"Resolution  of  July  2.5th,  1919,  reducing 
the  Statutory  charge  as  provided  for  by 
Section  1465-54,  paragraph  2,  G.  C,  from 
Five  Percent  to  Four  Percent. 
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"Whereas^  The  Statutory  Surplus  Fund, 
as  provided  for  by  Section  1465-54,  par- 
agraph 2,  G.  C,  has  now  reached  the  amount 
of  $1,052,700.00;  and 

"Whereas,  In  the  judgment  of  the  Com- 
mission, the  five  percent  charge  heretofore 
made,  can  safely  be  reduced  and  yet  amply 
safeguard  the  Ohio  State  Insurance  Fund. 

"Be  it  resolved,  That  the  five  percent 
charge  heretofore  made  be  reduced  to  four 
percent,  the  same  to  be  effective  concurrent 
with  the  date  as  of  which  the  July  1,  1919, 
rate  computations  were  made. 


Attest : 

(S)    Robert  S.  Hayes, 
Secretary." 

It  will  be  noted  in  the  resolution  of  August  18th, 
1914,  that  all  interest  receipts  are  to  be  credited  to 
this  statutory  surplus  fund.  I  have  been  informed 
that  this  has  not  been  repealed,  but  I  do  not  find 
that  the  interest  receipts  have  ever  been  set  aside 
for  the  statutory  surplus  fund  and  I  seriously  ques- 
tion whether  it  was  the  intention  of  the  legislature 
to  have  the  interest  receipts  so  treated.  As  far  as 
I  have  been  able  to  determine  neither  the  Auctuary 
of  the  Fund  nor  Dr.  Downey  has  so  used  the  inter- 
est receipts  and  I  am  in  agreement  with  them  as 
to  this  omission. 

In  view  of  the  foregoing  I  am  of  the  opinion 
that  at  the  close  of  business  February  28th,  1919, 
the  statutory  surplus  fund  was  constituted  as  fol- 
lows : 

Premiums   collected  from 

self-insurers    $813,290 

Premiums  in  course  of  col- 
lection from  self-insur- 


"Adopted  July  25th,  1919. 


(S)    T.  J.  Duffy, 

Chairman. 


ers   

Designated  percentage 


191,746 


(either  10%  or  5%)  of 
of  premiums  paid  by 
subscribers   


1,786,825 


Less  refund  to  self-insurers 


$2,791,861 
7,896 


Statutory  surplus  fimd 


$2,783,965 
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This  figure  is  to  be  compared  with  the  statutory 
surplus  fund  of  $1,052,700  set  aside  by  Dr.  Downey 
before  the  general  surplus  available  for  distribution 
and  contingencies  is  determined.  It  would  appear 
that  Dr.  Downey  arrived  at  his  figure  as  follows  : 

Premiums    collected  from 

self-insurers    $813,290 

Premiums  in  course  of  col- 
lection from  self-insur- 
ers  191,746 

Designated  percentage 
(either  10%  or  5%)  of 
of  premiums  paid  by 
subscribers    1,786,825 


$2,791,861 
From  which  he  has  deducted: 

Losses  paid   $328,229 

Unpaid  losses...  1,309,358 

Unearned  pre- 
miums on  self- 
insurers    101,574  1,739,161 

Statutory   surplus   $1,052,700 

What  are  the  losses  for  which  Dr.  Downey  takes 
credit  in  theh  above  calculation  in  arriving  at  the 
statutory  surplus  ?  In  the  rules  of  the  Industrial 
Commission  of  Ohio  governing  merit  rating  sys- 
tem effective  July  1,  1918,  the  following  two  rules 
appear : 

"RULE  XII. 

"Rule  of  Merit  Rating  Controlling-  the 
Employe  Having  But    One  Eye, 

One  Hand,  etc.  ^ 

"Should  any  employe  having  but  one 
hand,  arm,  eye,  foot  or  leg,  thereafter,  lose 
any  one  of  the  foregoing  members  in  an 
industrial  accident  ,the  same  shall  be  merit- 
rated,  not  as  a  permanent  total  disability, 
but  as  a  permanent  partial  disability,  based 
upon  the  loss  of  the  last  member  only.  The 
remaining  cost  shall  be  charged  against  the 
Statutory  Surplus  Fund." 

"RULE  XIII. 

"A  Catastrophe  Accident  Defined. 

"A  catastrophe  accident  is  hereby  defined 
as  follows : 
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Rate  Zone.  A  Catastrophe  Equals 

from  $0.01  to  $2.00  two  or  more  deaths* 

from    2.01  to   4.00  three  or  more  deaths* 

from   4.01  to    6.00  four  or  more  deaths* 

from  6.01  and  over  five  or  more  deaths* 

"Any  permanent  total  disability  accident 
involving  an  expectancy  cost  of  $12,000,t 
or  more,  is  hereby  defined  as  a  catastrophe." 

Attention  is  invited  to  the  fact  that  these  rules 
pertain  only  to  the  merit  rating  system  and  do  not 
attempt  to  regulate  the  disbursements  of  the  Com- 
mission. Even  though  it  had  been  attempted  to 
provide  for  the  use  of  the  statutory  surplus  fund 
in  the  manner  above  indicated  I  am  of  the  opinion 
that  such  rule  would  not  supersede  the  clear  statu- 
tory requirement  that  certain  amounts  shall  be  set 
aside  to  guarantee  the  solvency  of  the  Fund.  It  is 
manifest  that  the  logical  purpose  of  the  Legislature 
would  be  frustrated  and  completely  nullified  if  the 
Commission  should  pay  current  losses  out  of  the 
Statutory  Surplus  Fund. 

The  application  of  the  rule  yields  ridiculous  re- 
sults, as  will  be  noted  from  the  fact  that  claims 
41581  and  41582  have  not  been  charged  to  current 
losses,  but  have  been  charged  to  the  statutory  sur- 
plus fund,  merely  because  two  deaths  resulted  from 
one  accident  but  the  total  amount  paid  on  the  two 
cases  was  $298  because  neither  of  the  deceased 
workmen  had  any  dependents.  It  will  be  seen, 
therefore,  that  the  payment  of  $298  has  been  con- 
sidered as  a  "catastrophe"  and  the  statutory  surplus 
reduced  by  that  amount. 

It  will  be  noted  that  in  the  balance  sheet  the 
balance  in  state  and  counties  fund  amounting  to 
$335,937  is  carried  as  a  liability.  In  Dr.  Downey's 
report  the  only  liability  for  this  fund  other  than 
claim  reserves  is  $145,425. 

It  is  my  understanding  that  the  state,  county  and 
n:unicipal  units  have  paid  1%  of  their  pay-roll  into 
the  Fund;  payments  for  injuries  have  been  paid 
from  that  Fund  upon  the  awards  of  the  Industrial 
Commission  and  when  the  fund  of  any  county  has 
been  exhausted  another  contribution  of  1%  has 
been  paid  in.  As  far  as  the  State  Insurance  Fund 
is  concerned  this  is  not  insurance,  but  the  fund  is 
merely  acting  as  a  distributing  agency.  The  con- 
tributions are  not  in  the  nature  of  insurance  pre- 


*  Occurring  in  any  single  accident, 
t  Based   upon   the   Danish  Survivorship 
Annuitants'  Table  of  Mortality." 
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miums,  but  have  been  1%  for  all  classes  of  risks 
whether  clerical  or  of  the  most  hazardous  kind 
(the  law  has  now  been  changed  so  that  teachers 
contribute  a  smaller  amount)  and  in  my  opinion 
whatever  balance  remains  in  the  fund  must  be  held 
for  the  payment  of  losses  of  the  contributing  units 
and  cannot  be  used  for  any  other  purpose.  In  the 
circumstances  it  is  incorrect  in  my  opinion  to  con- 
sider that  any  part  of  the  Fund  belonds  to  the  gen- 
eral surplus.  I  have  therefore  charged  the  entire 
balance  as  a  liability,  made  up  as  follows : 

State  and  counties  premiums  received..  $896,961 
State   and   counties   premiums  uncol- 
lected   226,902 

Interest  allotted    32,825 

t 

$1,156,688 

Claims  paid    $513,227 

Claims  unpaid   307,524  820,751 


Balance  in  fund   $335,937 

I  am  of  the  opinion,  therefore,  that  at  the  close 
of  business  February  28,  1919,  the  statutory  sur- 
plus fund  amounted  to  $2,783,965  and  that  the 
amount  of  surplus  available  for  contingencies  and 
for  distribution  amounted  to  $1,143,683.  In  the 
general  surplus  I  have  included  all  of  the  interest 
earnings  amounting  to  $1,262,529  plus  an  estimate 
of  $100,000  for  accrued  interest  on  bonds  and  less 
$110,523  accrued  interest  on  bonds  purchased. 

The  foregoing  is  important  in  view  of  the  de- 
cision of  the  Commission  to  declare  a  10%  dividend 
en  the  past  year's  business  which  the  Actuary  states 
will  amount  to  a  dividend  of  approximately  $1,00Q,- 
000.  The  use  of  $1,000,000  for  the  purpose  stated 
will  reduce  the  general  surplus  fund  to  a  very 
small  figure,  without  taking  into  account  the  ex- 
perience of  the  Fund  between  March  1st  and  the 
present  date,  it  being  impossible  to  learn  the  ex- 
perience for  that  period,  the  records  being  in  such 
shape  as  to  require  many  weeks  for  that  purpose. 

Dr.  Downey  has  pointed  out  that  the  premium 
rates  were  somewhat  deficient  from  May  15,  1914, 
to  May  15,  1916,  and  were  barely  adequate  for 
the  year  ended  May  15,  1917,  and  states  that  most 
cif  the  present  surplus  of  the  Fund  has  accrued  since 
the  spring  of  1917.  From  1917  to  the  present  time 
we  have  been  passing  through  an  era  of  abnormal 
industrial  expansion.  This  has  affected  the  surplus 
of  the  Ohio  State  Insurance  Fund  in  several  ways. 
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In  the  first  place  wages  have  increased  abnormally 
and  up  to  the  time  of  the  report  of  the  Actuarial- 
Audit  (February  28,  1919)  there  had  been  no  in- 
crease in  the  scale  of  compensation.  If  before  the 
war  a  workman  who  was  receiving  $20  per  week 
had  been  totally  disabled,  his  compensation  benefits 
would  be  $12  per  week;  if  during  the  war  the  same 
workman  received  $30  per  week  and  was  injured  his 
compensation  would  be  exactly  the  same  —  $12  per 
week.  In  other  words  although  the  premium  paid 
by  the  employer  would  be  increased  by  50%,  the 
benefits  paid  would  remain  the  same.  Dr.  Downey 
estimates  that  the 

"combined  effect  of  low  maximum  compen- 
sation and  abnormally  high  wages  have 
pulled  down  the  rate  of  compensation  costs 
to  pay-rolls  by  as  much  as  20  to  25%." 

I  am  of  the  opinion  that  the  percentage  is  con- 
siderably larger. 

Another  effect  of  the  abnormal  industrial  situation 
was  that  so  great  was  the  demand  for  labor  of  all 
kinds  that  even  those  whose  earning  powers  were 
impaired  as  a  result  of  injury  or  age  became  en- 
abled to  earn  substantial  wages  and  the  number  of 
cases  which  ceased  to  claim  compensation  benefits 
as  a  result  of  partial  disability  was  considerable. 

The  true  significance  of  the  facts  set  forth  in  the 
two  preceding  paragraphs  is  that  when  we  return  to 
a  normal  industrial  condition  the  premiums  received 
from  employers  will  be  materially  reduced  and  the 
compensation  benefits  payable  will  be  considerably 
increased. 

While  these  facts  would  permit  of  considerable 
elaboration,  reference  to  them  is  made  merely  to 
point  out  the  inadvisability  of  distributing  too  much 
of  surplus,  most  of  which  has  been  accrued  as  a 
result  of  abnormal  industrial  conditions  which  it  is 
believed  must  soon  cease,  if  the  change  has  not 
already  taken  place. 

Has  the  classification  of  risks  been  properly 
made  ? 

The  classification  of  risks  is  a  difficult  matter  and 
one  which  is  largely  dependent  upon  the  classifier's 
underwriting  viewpoint;  it  is  largely  a  matter  of 
personal  opinion  and  the  only  way  to  find  out 
whether  there  has  been  an  equitable  classification 
and  a  proper  calculaiton  of  the  rates  is  to  see 
whether  the  various  classes  have  paid  a  proper 
amount  to  meet  the  losses  incurred  within  those 
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classes.  In  all  fairness  to  the  Actuary  of  the  Ohio 
State  Fund,  however,  it  should  be  pointed  out  that 
the  workmen's  compensation  laws  in  this  country 
have  not  been  in  operation  for  a  sufficient  number 
of  years  to  permit  of  classification  and  rate  making 
with  that  scientific  accuracy  which  is  to  be  expected 
in  the  making  of  rates  for  other  insurance  con- 
tingencies —  life  insurance  for  example.  I  am  not 
prepared  to  say  that  anybody  could  have  guessed 
(for  after  all  the  developments  in  the  administra- 
tion of  compensation  laws  and  the  verying  industrial 
conditions  during  the  past  three  years  has  intro- 
duced many  varying  elements)  more  accurately. 

Have  the  rates  been  properly  fixed  according 
to  classes? 

Theoretically  the  risks  in  each  class  should  pay 
a  sufficient  amount  to  meet  its  losses.  The  Ohio 
State  Insurance  Fund  is  very  properly  considered 
as  a  unit  and  all  of  the  contributions  of  subscribers 
can  be  used  for  the  payment  of  the  losses,  irrespec- 
tive of  the  class  in  which  they  may  have  occurred. 
In  a  large  organization,  such  as  your  Fund  is,  with 
a  large  exposure,  it  is  not  unreasonable  to  expect 
that  the  rates  shall  be  so  adjusted  as  to  cause  each 
class  to  be  self-supporting.  In  order  that  we  may 
determine  whether  each  class  is  self-supporting  I 
have  prepared  the  following  table  from  the  distribu- 
tion sheets  used  by  the  Actuary  in  his  latest  rate 
revision.  The  figures  cover  the  period  from  the 
beginning  of  the  Fund  to  March  1,  1919 ;  the 
premiums  earned  by  each  class  have  been  increased 
by  its  proportional  share  of  the  interest  receipts  and 
decreased  by  the  amount  required  for  the  statutory 
surplus ;  the  total  payments  to  claimants  have  been 
decreased  by  the  amounts  which  have  been  charged 
to  the  statutory  surplus  fund.  As  pointed  out  in  the 
preceding  pages  I  am  of  the  opinion  that  the  charg- 
ing of  these  losses  to  the  statutory  surplus  account 
was  unjustifiable. 

The  Actuary's  sheets  show  that  during  the  period 
mentioned  the  total  earned  premium  of  the  Fund 
amounted  to  $31,777,0-31,  that  some  of  the  classes 
yielded  a  profit  of  $2,750,476,  while  others  showed  a 
loss  of  $385,942,  the  net  surplus  from  all  classes, 
therefore,  being  $2,364,534.  In  column  (4)  of  the 
following  table  is  shown  the  amount  of  surplus 
which  each  class  would  have  earned  if  the  rates  had 
been  absolutelyl  equitable,  while  in  column  (5)  and 
(6)  are  shown  the  actual  surplus  or  deficiencies  ac- 
cording to  the  Actuary's  calculations. 
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From  the  above  it  will  be  seen  that  class  1,  for 
example,  would  have  contributed  $20,808  to  the  sur- 
plus of  the  fund  under  an  equitable  system  of  rate 
making,  but  instead  of  earning  any  surplus  the  class 
showed  a  deficit  of  $83,806;  class  4  should  have 
shown  a  surplus  of  $302,660,  while  in  reality  it 
yielded  a  surplus  of  $530,428.  Class  5-a,  contractors, 
should  have  shown  a  surplus  of  $82,049,  while  in 
reality  its  actual  surplus  earned  was  $83,002,  thus 
showing  an  equitable  charging  of  rates. 

It  is  believed  that  part  of  the  inequality  shown  in 
the  table  above  may  be  traced  to  the  use  of  the 
payroll  as  a  basis  for  charging,  for  as  pointed  out 
in  the  previous  pages  of  this  report  an  increase  in 
wages  which  does  not  carry  with  it  a  corresponding 
increase  in  the  benefits  is  a  disturbing  factor. 

Does  the  system  of  merit  rating  encourage  ac- 
cident prevention? 

The  system  of  merit  rating  in  use  in  your  Fund  is 
criticised  by  Dr.  Downey  and  I  find  myself  in  agree- 
ment in  such  criticism.  Merit  rating  should  serve 
two  purposes  —  first,  to  base  the  employer's  rates 
upon  the  condition  and  experience  of  his  plant,  and 
second,  to  encourage  the  installation  of  safety 
devices  in  order  that  the  employees  may  not  be  ex- 
posed to  undue  hazard.  I  consider  the  second  the 
more  important. 

In  the  Ohio  plan  no  account  is  taken  of  the 
physical  condition  of  the  employer's  plant.  The 
initial  rate  is  the  same  whether  the  plant  is  equipped 
with  every  known  safety  device  for  the  benefit  of 
the  workmen  or  whether  it  is  a  death  trap  of  un- 
guarded machinery,  improperly  lighted  rooms  and 
every  unfavorable  condition  to  the  health  and  safety 
of  the  workmen.  Subsequent  rates  are  adjusted  on 
the  actual  accident  experience  of  each  employer, 
but  no  matter  how  bad  the  experience  has  been  the 
premium  cannot  be  increased  by  more  than  30%. 
One  of  the  most  valuable  adjuncts  to  workmen's 
compensation  acts  has  been  the  system  of  merit 
rating  which  encourages  the  employer  to  install 
safety  devices  to  prevent  accidental  injuries;  this  is 
in  marked  contrast  to  the  method  used  in  your 
Fund  which  waits  until  the  accident  has  occurred 
before  penalizing  the  employer,  which  frequently 
results  in  unjustly  penalizing  the  careful  employer 
for  accidents  which  originate  from  causes  not  due 
to  the  condition  of  the  plant. 

The  accident  laboratory  started  by  your  Actuary 
to  analyze  the  causes  of  accidents  with  the  idea  of 
preventing  them  in  the  future  is  an  excellent  one, 
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which  might  well  be  copied  in  every  state.  At  the 
present  time,  however,  practically  no  use  is  made 
of  these  reports  and  your  attention  is  invited  to 
the  great  good  which  could  result  if  the  factory 
inspection  department  of  the  Industrial  Commission 
used  them  more  extensively.  I  have  been  advised 
that  but  few  of  these  reports  have  been  recived  in 
the  inspection  department. 

Are  injured  workmen  receiving  their  compen- 
sation benefits  promptly? 

The  true  test  of  the  success  or  failure  of  a  work- 
men's compensation  act  is  the  promptness  with 
which  injured  employees  and  their  dependents  re- 
ceive the  benefits  provided  in  the  law.  Rates  may 
be  equitably  charged,  investments  may  consist  of 
prime  securities,  records  may  be  in  first  class  shape 
and  the  statistics  may  be  properly  compiled,  but  un- 
less the  injured  workmen  receive  their  benefits 
promptly  theh  plan  is  a  failure. 

In  the  report  made  for  your  fund  by  Dr.  Downey 
he  criticises  very  severely  the  delay  in  paying  claims. 
When  it  was  announced  in  the  Ohio  newspapers  that 
I  had  been  retained  by  your  committee  to  make  this 
investigation  the  statement  was  made  to  me  that 
no  opportunity  had  ever  been  given  to  hear  com- 
plaints from  those  who  thought  the  fund  was  not 
functioning  properly  and  in  order  to  give  everybody 
an  opportunity  to  be  heard  I  told  my  informant  that 
I  would  receive  visits  or  communications  from  any- 
one who  was  able  to  shed  any  light  on  this  im- 
portant phase  of  the  question;  as  a  result  of  these 
interviews  I  addressed  the  following  communication 
to  your  chairman : 

"Columbus,  Ohio,  Dec.  8,  1919. 
"Hon.  F.  E.  Whittemore,  Chairman, 

The  Joint  Legislative  Committee  on  Ad- 
ministrative Reorganization,  Columbus, 
Ohio. 

"My  dear  Senator  —  As  a  result  of  the 
statement  in  the  newspapers  of  my  pending 
investigation  for  your  committee  of  the 
State  Insurance  Fund,  I  was  visited  on  Sat- 
urday by  an  agent  of  one  of  the  Insurance 
companies,  who  stated  that  if  the  investiga- 
tion were  to  be  a  thoro  one  he  would  like  to 
present  certain  facts  in  regard  to  the  ^opera- 
tions cf  the  Fund.  I  told  him  that  I 'would 
be  very  glad  to  receive  any  facts  from  any- 


21 


body  in  regard  to  any  of  the  phases  of  the 
Fund. 

"It  seems  to  me  advisable  and  I  would 
respectfully  recommend  to  you  that  a  public 
hearing  be  held,  at  which  employers  who 
have  any  grievances  against  the  administra- 
tion of  the  Fund,  may  be  heard,  and  it 
seems  to  me  that  publicity  ought  to  be  given 
to  this  hearing  in  order  that  those  employ- 
ers and  employes,  who  have  had  favorable 
experience  with  the  Fund,  should  also  be 
heard. 

"Very  respectfully, 
(Signed)  S.  H.  Wolfe." 

The  hearings  were  held,  but  no  employer  appeared 
to  express  any  dissatisfaction  with  the  way  in  which 
the  Fund  had  operated. 

In  order  to  carry  out  the  idea  which  your  chair- 
man impressed  upon  me  at  the  outset,  viz. :  par- 
ticular attention  should  be  paid  to  make  the  sug- 
gestions which  would  have  for  the  object  the  prompt 
payment  of  claims,  an  investigation,  by  assistants 
selected  by  your  secretary,  of  the  awards  made  by 
the  commission  on  November  24th,  25th,  26th,  28th, 
and  December  1st,  1919,  was  started  under  my  direc- 
tion, with  two  objects  in  view: 

(a)  To  determine  whether  the  time  elapsing 
ing  between  the  date  of  accident  and 
the  date  of  award  was  justifiable; 

(b)  Whether  the  time  elapsing  between  the 
filing  of  the  preliminary  application 
and  the  date  of  award  was  justifiable. 

The  inquiry  was  divided  in  this  way  for  if  tabula- 
tion (a)  indicated  unusual  delay,  the  results  of 
tabulation  (b)  would  enable  us  to  determine 
whether  the  fault  was  due  to  the  difficulty  ex- 
perienced by  the  claimant  in  having  his  proof  papers 
properly  prepared  or  whether  the  delay  could  be 
traced  to  a  failure  in  the  office  of  the  commission 
to  promptly  act  upon  the  completed  papers  when 
they  had  been  received. 

The  result  of  the  tabulation  verified  the  conclu- 
sions of  Dr.  Downey,  viz:  that  the  procedure  was 
cumbersome  and  that  the  method  of  establishing  a 
claim  was  too  complicated  to  permit  of  an  award 
being  made  within  a  reasonable  time. 


22 


The  results  of  tabulation  (b)  showed  that  too 
many  days  elapsed  between  the  date  when  the  pre- 
liminary application  was  received  by  the  Com- 
mission and  the  date  when  the  award  was  made  to 
the  claimant.  Several  cases  were  discussed  with  the 
Industrial  Commission  in  the  presence  of  a  sub- 
committee appointed  by  your  chairman  and  no 
adequate  reason  appeared  for  the  delays. 

The  removal  of  the  delay  requires  two  remedies  — 
first,  the  simplification  of  the  procedure  whereby  an 
award  will  be  made  to  the  claimant,  and  second,  a 
reduction  in  the  number  of  days  which  elapse  be- 
tween the  receipt  of  the  complet  ed  papers  and  the 
action  by  the  Commission.  A  study  of  the  opera- 
tions of  the  office  must  be  made  to  determine  just 
what  changes  in  procedure  are  necessary;  it  is  but 
just  to  the  members  of  the  Commission,  however, 
to  say  that  they  complained  of  the  inability  to  ob- 
tain and  keep  competent  office  assistants  owing  to 
the  low  wages  which  they  are  authorized  to  pay. 
In  the  interests  of  the  injured  workmen  of  your 
state  it  is  necessary  that  a  sufficient  number  of 
properly  paid  employees  should  be  furnished  to  the 
State  Industrial  Commission  to  carry  on  its  work. 
Whether  the  operation  study  previously  advised  will 
suggest  changes  in  office  management  which  will 
enable  the  work  to  be  advantageously  handled  by  the 
present  force  is  a  matter  which  cannot  be  deter- 
mined at  this  time. 

From  the  facts  developed  by  my  investigation  I 
am  of  the  opinion  that  the  interests  of  the  injured 
workmen  of  your  state  require  that  certain  changes 
be  made  and  in  order  that  you  may  have  them  be- 
fore you  concretely  I  submit  the  following  recom- 
mendations : 

RECOMMENDATIONS. 

1.  To  install  a  proper  system  of  records  and 
accounts. 

The  Ohio  State  Fund  is  a  very  large  insurance 
organization  which  differs  in  no  way  from  a  private 
corporation,  except  that  it  employs  no  soliciting 
force,  its  subscribers  pay  their  premiums  direct  to 
the  State  Treasurer  and  it  is  not  conducted  for 
private  gain.  An  organization  transacting  the 
volume  of  business  which  your  Fund  does  should 
have  an  adequate  system  of  accounts  which  would 
permit  of  prompt  and  careful  audit;  the  intimate 
connection  between  the  operations  of  the  fund  and 
the  necessities  of  the  great  body  of  injured  work- 
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men  and  their  dependents  is  an  additional  reason 
for  the  keeping  of  its  records  in  the  most  careful 
and  accurate  way. 

About  three  years  ago  Mr.  John  A.  Bliss,  an  as- 
sistant in  the  office  of  the  Auditor  of  State  of  Ohio, 
made  a  very  excellent  report  on  the  system  in  the 
office  of  the  State  Industrial  Commission.  In  that 
report,  which  was  submitted  to  the  auditor  in  1916, 
he  criticises  very  harshly  the  failure  to  maintain 
proper  records  in  the  State  Insurance  Fund  and  in 
explaining  the  reason  for  some  of  his  recommenda- 
tions he  states : 

"Our  reason  for  this  recommendation  is 
that,  under  the  present  system,  there  is  no 
adequate  check  in  receipts  and  as  a  result 
of  such  conditions  these  funds  might  be  mis- 
appropriated, with  but  remote  chance  of  de- 
tection." 

I  have  been  informed  that  at  the  time  Mr.  Bliss 
made  his  report  the  premiums  were  paid  by  the 
subscribers  to  the  Fund,  but  this  system  has  been 
changed  and  payments  are  mads  direct  to  the  State 
Treasurer ;  this  would  remove  much  of  the  danger 
in  reference  to  receipts,  but  the  necessity  for  a  bet- 
ter system  of  records  and  accounts  still  exists. 

I  have  been  informed  that  at  the  present  time  the 
auditor  of  the  state  has  no  authority  to  examine 
the  fund  and  that  no  other  state  officer  has  any 
power  of  visitation  or  supervision.  It  would  appear 
to  me  that  in  the  interests  of  efficient  management 
some  form  of  state  supervision  should  be  estab- 
lished.   This  is  being  done  in  other  states. 

2.  The  statutory  surplus  fund  should  be  re- 
stored. 

As  pointed  out  in  the  text  of  this  report  the 
statutory  surplus  fund  on  March  1st  should  have 
been  $2,783,965,  instead  of  $1,052,700  as  shown  by 
the  sheets  in  the  acturial  department.  It  is  im- 
perative in  my  opinion  that  the  integrity  of  the 
Fund  should  be  preserved  in  order  that  in  the  event 
of  a  catastrophe  the  solvency  of  the  Fund  may  be 
assured  and  the  future  payments  to  injured  work- 
men and  their  dependents  guaranteed.  The  effect 
of  the  present  method  of  charging  current  losses  to 
the  statutory  surplus  fund  is  in  violation  of  law,  is 
fraught  with  the  greatest  danger  and  should  be  im- 
mediately corrected.    By  charging  current  losses  to 
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this  Fund  the  general  surplus  from  which  dividends 
are  paid  to  the  employers  has  been  made  to  appear 
much  larger  than  it  is  in  reality.  The  primary  func- 
tion of  a  State  Insurance  Fund  is  to  pay  claims  to 
■  injured  workmen  and  not  to  pay  dividends  to  em- 
ployers. This  is  fundamental  and  is  not  an  actuarial 
question. 

The  necessity  for  having  a  large  statutory  surplus 

fund  is  evident  for  the  State  Insurance  Fund  has 
no  capital  stock,  has  not  the  power  of  levying  as- 
sessments and  is  not  supported  by  any  state  guar- 
antee of  solvency.  In  addition  it  must  be  remem- 
bered that  the  Fund  is  insuring  the  most  hazardous 
of  employments,  risks  which  are  subject  to  the 
catastrophe  hazard;  in  the  case  of  private  insurers 
this  hazard  is  covered  by  reinsurance,  a  form  of 
relief  which  is  not  open  to  your  Fund,  and  the 
necessity  for  a  large  statutory  surplus  fund  is  there- 
fore indicated. 

3.  The  delay  in  payings  injured  claimants  and 
their  dependents  should  be  reduced. 

Too  great  a  time  elapses  between  the  date  of  in- 
jury and  hte  date  when  the  claimant  receives  his 
payment.  Up  to  this  time  separate  blanks  have  been 
filled  out  by  the  injured  workman,  his  employer  and 
the  doctor;  it  is  now  proposed,  to  have  the  three 
notices  in  one  blank.  I  seriously  question  whether 
this  chanrge  will  accomplish  the  purpose,  and  I 
think  the  remedy  must  go  deeper  than  the  change 
in  the  method  of  filling  out  blanks.  This  may  re- 
quire the  establishment  of  branch  offices  containing 
inspectors  or  supervisors  who  will  perform  the  same 
work  which  agents  of  private  companies  do  in 
other  localities,  viz. :  assist  in  getting  the  papers  in 
such  shape  as  to  permit  of  immediate  payment. 
This  is  one  of  the  first  subjects  with  which  the 
study  referred  to  in  the  next  point  should  concern 
itself,  for  the  test  of  the  success  of  a  workmen's 
compensation  act  is  the  speed  with  which  payments 
are  made  to  injured  claimants  and  their  dependents. 

4.  An  operation  study  should  be  made. 

A  thorough  study  of  the  office  of  the  State  In- 
surance Fund  should  be  made  for  the  purpose  of 

(a)  Reducing  the  delay  referred  to  in  the 
preceding  point. 

(b)  Devising  a  method  for  using  the  other 
departmentments  of  the  State  Indus- 
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trial  Commission  to  reduce  the  number 
of  accidents  and  to  encourage  the  use 
of  safety  devices, 
(c)  To  determine  whether  there  is  any  du- 
plication of  work  in  the  office,  whether 
any  unnecessary  records  are  being 
kept  and  whether  greater  efficiency 
could  result  if  the  scale  of  compensa 
tion  to  employees  was  changed. 

5.  A  change  shouldl  be  made  in  the  system  of 
merit  rating^. 

A  modification  in  the  present  plan  should  be  in- 
troduced in  order  to  give  due  weight  to  the  physical 
condition  of  the  plant.  This  would  serve  to  reduce 
the  number  and  severity  of  accidents  more  eflfec- 
tively  than  the  present  plan.  If  the  installation  of 
such  a  system  requires  a  force  of  inspectors  and 
merit  raters,  their  employment  should  be  authorized 
and  the  necessary  appropriation  made. 

6.  A  State  Insurance  Fund  Manager  should  be 
appointed. 

At  the  present  time  there  is  no  officer  charged 
solely  with  the  duty  of  managing  the  State  Insur- 
ance Fund.    The  members  of  the  State  Industrial 
Commission  administer  the  free  employment  offices, 
exercise  supervision   over  the   censorship   of  the 
movies,  the  inspection  of  steam  boilers,  the  licensing 
of  engineers,  supervise  the  workmen's  compensation 
act  and  the  enforcement  of  numerous  laws  relating 
to  the  employment  of  women  and  children  in  facto- 
ries and  workshops,  together  with  other  duties.  In 
the  circumstances  it  is  not  surprising  that  there  has 
been  a  failure  to  co-ordinate  all  of  the  departments 
of  the  State  Insurance  Fund  and  to  secure  the  most 
efficient  results.    In  my  opinion  this  can  be  accom- 
plished by  the  appointment  of  a  Manager  for  the 
State  Insurance  Fund  who  would  devote  his  atten- 
tion  solely  to   that  organization,   who   would  be 
charged  with  the  duty  of  securing  efficient  results 
and  who  would  be  clothed  with  the  necessary  au- 
thority to  accomplish  that  purpose. 

In  the  foregoing  recommendations  I  have  not  re- 
ferred to  the  method  of  charging  for  compensation 
benefits  to  state  and  county  employees,  for  it  would 
require  an  amendment  to  the  law  to  make  the  change 
which  I  think  necessary  in  the  interests  of  justice. 
It  is  manifestly  improper  to  charge  the  same  rate 
of  premium  for  clerical  assistants  and  for  those  en- 
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gaged  in  more  hazardous  employment,  such  as  high- 
way work,  electric  light  linemen,  etc.  If  a  county  is 
to  insure  its  employees  for  compensation  benefits  I 
can  see  no  reason  why  it  should  not  pay  the  same 
rates  as  other  employers  do,  rates  based  upon  the 
hazard  of  the  occupation.  This,  however,  is  merely 
called  to  your  attention  for  such  use  as  you  may 
see  fit. 

All  of  which  is  respectfully  submitted, 

S.  H.  Wolfe.. 


